





SUPPORT PROGRAM FOR THE NATI ONAL ENVI RONVENT FUND
(FUNDO NACI ONAL DO MEI O AMBI ENTE, FNWA) 11

BORRO/AER :
EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

BACKGROUND:

CBJECTI VES:

DESCRI PTI ON:

( BR- 0262)

EXECUTI VE SUMVARY

Federative Republic of Brazil

Mnisterio do Meio anbiente, dos Recursos Hidricos e
da Anazobni a Legal (MVR)

M11lions
St age | Stage 11 Tot al
| DB: US$ 24.0 FSO US$ 21.0 Us$ 45.0
Local
Currency
Local : US$ 16.0 US$ 14.0 US$ 30.0
Total : US$ 40.0 US$ 35.0 Us$ 75.0
Anortization period: 20 years
Di sbur senent peri od: 3 years (Stage 1)
Interest rate: 3%
I nspecti on and supervision: 1%
Credit fee: 0. 0%

The Program has been designed and analyzed in its
entirety with an aggregate cost of US$ 75.0 mllion,
of which the Bank will finance US$ 45.0 million. The
Program will be executed in two stages. Each stage
will be financed by a separate Bank loan (US$ 24.0
mllion and US$ 21.0 million respectively). Stage |

will finance project i nvest nent s, institutional
strengthening and environmental licensing over a
three year period (see below). Stage I wll

continue financing for projects and institutional
strengthening over a two year period. The two-I|oan
structure is well-suited for the operation, allow ng
the inclusion of specific performance criteria while
maintaining flexibility in execution.

The approval of the second stage will be conditioned
on agreed-upon |evels of disbursenments, commtnents,
and achi evenents of goals for the first stage. The
specific requirenents are presented in Chapter 111.

The goal of the Programis to contribute to inproving
environnmental quality, recovery and conservation of
natural resources in Brazil through inplenenting the
nati onal environnental policy. The purpose is to
support locally developed environnental projects;
strengthen the capacity of project executors to

i npl enent environnental projects, as well as the
capacity  of the Fund to nobilize investnent
resources; and strengthen the environmental |icensing

system as a preventive instrunent of environmental
control.

The proposed program has three related conponents:
(i) investnments in specific projects; (ii)



i nstitutional st rengt heni ng for t he pr oj ect
proponents/beneficiaries and the FNVMA, and (iii)

support for strengthening the environnental |icensing
system

1. Project investnments (US$ 22 nillion Stage |1,

US$ 28.7 mlTion Stage I1)

The Program will finance projects to address key
environmental problens and strategies. Types of
projects will include: (i) conservation units; (ii)
applied natural resource and environmental research
and technol ogy devel opnent; (iii) environnental

educati on and outreach activities; (iv) sustainable
natural resource nanagenent and conservation; (V)
envi ronment al control; and (vi) i nstitutional
strengt hening of project proponents. Gants will be
avai |l abl e through the followi ng two wi ndows.

Demand-driven Projects (US$ 12.0 nillion Stage 1,
US$ 13.7 nillion Stage I1): Project proposals are
presented to the FNVA on a first conme, first served
basis, subject to neeting eligibility and selection
criteria. Project proponents nust provide a mninum
of 10% counterpart contribution to each project.
Local community groups, NGOs and municipalities are
the primary clients for this w ndow.

| nduced demand (US$ 10.0 million Stage |, US$ 15.0
mllion Stage I1): The second wi ndow w1 be targeted
to environmental issues of regional or national
priority. Priorities for the second wi ndow will be

targeted through Requests for Proposals (RFP) in
priority areas, based on the National Environnental
Pol i cy. Projects wll be ranked and funded
according to rank until all resources for the RFP are
al | ocat ed. Priority areas include local action for
fire prevention in the Amazon, private conservation
areas in the Mita Atlantica, and sustainable
practices in the Caatinga and Cerrados regions.

2. Institutional strengthening ((US$ 5.7 mllion
Stage I, US$ 4.2 mlIlion Stage |1)

The conponent is i nt ended to i ncrease t he
i nstitutional capacity of pr oj ect sponsors,
strengthen the FNMA as an executing agency, and w den
the financial resource base of the Fund itself.

Ceneral outreach and training for project proponents
(US$ 800,000 Stage I, US$ 530,000 Stage I1T1): Project
proponents--grass roots community organi zations,
NG&Os, municipalities--will have access to general
training in admnistrative, financial and technical
areas, in order to increase their capacity to execute
envi ronmental projects through information brochures
and traini ng wor kshops.

Strengthening the FNVA Coordinating Unit (US$ 4.7
mllion Stage I, 3.5 mllion Stage I1): the Fund Wl
receive support for the followng activities: (i)
i nproved operating procedures; and technical training
for FNVA staff; (ii) project monitoring to reviewthe
procedures put in place by the FNVA after the second
year of the project; informati on systens; and (iv)
establ i shing a Technical Advisory Goup and Techni cal




THE BANK' S
COUNTRY AND
SECTOR STRATEGY:

Conmi ssions for inproved project review and sel ection
for each of the proposed w ndows.

Fi nancial sustainability of the fund (US$ 240,000

Stage I, US$ 140,000 Stage I1): the component w Il
i ncl ude feasibility studi es, devel opnent and
i npl enentation of a financial sustainability plan to
wi den the base of resources and support for the FNVA

3. Environnmental licensing (US$ 7.9 mllion Stage
).

The Program will include a conmponent to inprove the

effectiveness of environnmental licensing at the

federal and state |evels.

Standardi zation of rules and procedures ($ 1.6

mllion): The Program w Il finance a review of rules
and procedures related to environmental |icensing at
the federal and state levels and the adoption of
standards, guidelines and nonitoring routines.

Information and nonitoring system ($ 1.2 nillion):

The Program will finance the design of a national
system of information and nonitoring on |icensed
works and activities, pilot inplenentation in six
regions of the country and a study on alternatives
for financial sustainability and inprovenent of
environmental |icensing and nonitoring activities.

Decentralization of f eder al | i censing

responsibilities (US$ 5.1 mllion): The Program wll
permt the inplenentation of six (6) regional units
of I1BAMA in order to decentralize federal |icensing.
Each wunit wll be staffed with three (3) |BAMA
officers and a coordinator. Training will be carried
out through courses in principles of environnental
licensing in Brazil, and through case studies.

The strategy of the Bank in Brazil enphasizes: (a)
support for reform and nodernization of the public
sector at the Federal and State l|evels; (b) support
for openi ng t he econormny t hr ough priority
infrastructure investnments and nodernizing the
private sector; and (c) reducing inequality and
poverty through inproving efficiency and an increased
focus on social expenditures. The Bank's work in the
envi r onnent and nat ur al resour ces area has
contributed to all three elenments of the strategy.
Through direct investments to inprove the urban
environnment, the Bank has taken the opportunity to
support and noderni ze state environmental agencies,
principally in industrial pollution control. As
envi ronment al degradation disproportionately affects
the poor in both urban and rural settings, the Bank
projects that inprove environnental quality help
reduce the unequal burden of pollution and resource
depl eti on.

The proposed programis consistent with the strategy.
Direct investnments in the environnment will be nade at

the | ocal | evel . Project sponsors wll be
strengthened to conceive, design and inplenent
envi ronnmental investnents. Envi ronnmental |icensing

and control will be decentralized, |owering costs and
i mproving local participation. Increased public



ENVI RONMENTAL ~ AND
SOC AL REVI EW

BENEFI TS:

Rl SKS:

SPECI AL
CONTRACTUAL
CONDI Tl ONS:

participation will inprove public and private sector
accountability for preventi ng envi ronnent al
degr adat i on.

Due to the positive and pro-active approach of the
Program and the limted scale of each project
i nvestment, no significant negative environnmental or
soci al inpacts are expected. As part of the project
proposal, the proponent nust identify probable
negati ve environmnent al and soci al i mpacts, and
i ncl ude proposed mitigations.

The direct benefits of the program will be inproved
environmental quality and awareness at the |oca
| evel, due to the nature of the projects financed by
t he FNVA  and i mproved application of t he
envi ronment al i censing system The direct
beneficiaries will be the local citizenry. The grass
roots organizations, comunity groups, NGOs, and
small nunicipalities that conprise the majority of

project proponents will also directly benefit from
t he strengtheni ng and capacity-building activities of
the Program The private and public project
proponents wll benefit from inproved, transparent

application of existing |aw

The primary risk for the Program as in many prograns
of this type, is the possible staff turnover in the
future, which could weaken the |eadership and
ef fectiveness of the Coordinating Unit. The risk is
mtigated by the inclusion of resources for technical
staff training and the devel opnent of cl ear
operational guidelines to mnimze the inpact of
staff turnover, and the public outreach and fund-
raising activities to maintain the profile of the
Fund to its potential clients and donors.

A second risk to the Program is that the Fund wll
not be able to nobilize an additional 20 percent of
i nvest ment resources necessary to trigger the
presentation of the Stage Il loan to the Board. The
Program mtigates this risk by including resources
specifically for eval uati ng al ternatives and

i mpl enenti ng a f und-rai si ng program The
Environmental Cinmes Law specifically directs sone
portion of the fines collected to the FNVA In

addition to the recently passed Environnmental Crines
Law, there are a nunber of proposals in Congress that
address inproving environnental quality, as well as
strengt hening the Fund itself.

1. Conditions conplied with

- approval and inplementation of Operating

Regul ations (? 3.11); and
- approval of draft agreenent of resource

transfer between MMAand | BAMA ( ? 3.11)

2. Conditions prior to the first disbursenent

The following conditions will be incorporated into
the contract for Stage |
a) Conditions prior to first disbursenent:

- establishment of Program Managenent Unit



CONDI TIONS PRI OR
TO BOARD
PRESENTATI ON OoF
THE STAGE Il LOAN

POVERTY- TARGETI NG
AND SOCI AL SECTOR
CLASSI FI CATI ON:

EXCEPTI ONS TO BANK
PCLI CY:

PROCUREMENT:

(? 3.13);

b) Conditions prior to first di sbur senment of
conponent 3, environnental |icensing:
- establ i shnrent of two | BAMA regional |icensing

centers and sel ection of personnel (? 3.14).

c) Conditions during execution:
- br oaden representativeness of t he
Deliberative Conmttee (? 3.15);
- signature of agreenment between MVA and | BAVA

(? 3.16); and

- est abl i shrment of f our | BAVA r egi onal
licensing centers and selection of personnel

(? 3.17)
In addition to the special contractual conditions,
the contract will include standard cl auses regarding
audi ting, progress report nonitoring and eval uation.
The Program will include a md-term evaluation of

Stage | (? 3.22).

For recognition of retroactive program costs, up to
US$ 3.0 million be approved for financing by |oan
resources and that up to US$ 1.1 mllion be approved
for financing by counterpart resources subject to
conpl i ance wi th Bank procedures.

The Presentation of the Stage Il loan to the Board
will be conditioned on the following (? 3.18):

(a) fifty (50) percent of the Program resources has
been di sbursed;

(b) an additional twenty-five (25) percent of Program
resources have been committed;

(c) The FNVA has raised an additional amount equal to
twenty (20) percent of Program resources for
Conponent | from sustai nabl e sources other than
ordi nary budget all ocations; and

(d) the FNVA has included actions, as necessary, to
i nprove targeting of benefits and beneficiaries
in Stage Il as identified in the mdterm
eval uati on.

The Program is not categorized as poverty targeted
ei ther geographically or towards |ow incone groups
per the guidelines set forth in AB-1704.

None

The acquisition of goods and equipnment and the
contracting of consulting services financed by the
resources of the Program shall be made in accordance
with the procedures of the Bank and to the extent
that the Bank financing is in local currency, will be
subject to local legislation and procedures. Public
bidding will be used for consulting services greater
than US$ 200,000, and for goods for anounts greater
than US$ 350,000, and for public works greater than
US$ 5, 000, 000. Because the small size of projects



and limted need for civil works, public bidding for
works is not expect ed. Gven the inproved
performance of the Fund over the last three years and
the strengthening actions included in the proposed

Program ex-post review of |local procurenment is
reconmended.



